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President Vicente Fox remains in a tug of war with opposition parties in Congress regarding
proposals to bring new investment to the energy sector. Both sides agree that some reforms are
needed to make the natural-gas, petrochemical, and electrical-power industries more efficient
and modern to meet an expected surge in demand. The disagreement is on the meaning of
privatization. The center-left Partido de la Revolucion Democratica (PRD) and the former governing
Partido Revolucionario Institucional (PRI) view any major opening as a violation of the Mexican
Constitution.
Fox insists he will not privatize these industries, meaning that the government will continue to
be involved at some regulatory level, but private investors will be allowed to manage day-to-day
operations. The differences between the Congress and the executive are illustrated in the concept
of multiple-service contracts (contratos de servicios multiples, CSMs). The executive proposed
allowing the state-run oil company PEMEX to enter into CSMs with foreign multinational energy
companies to explore, develop, and exploit natural-gas fields in Mexico.
PRI and PRD legislators have denounced this plan saying it violates the Constitution, since it
could cede control of proprietary information on oil and gas to foreign nationals (see SourceMex,
2002-06-26). The strong opposition in Congress has not deterred the Fox administration from
presenting new proposals to incorporate private investment into the energy sector. "We will not
back down from our pledge to bring reforms to the energy sector," Fox said during a speech before a
meeting of representatives of the Asia-Pacific Economic Cooperation (APEC) forum in Mexico in late
July.
Still, Fox is adamant that those efforts do not constitute privatization. "PEMEX will not be privatized,
the oil will not be privatized, because it is a national resource," Fox said on his weekly radio
address on July 20. At the same time, he cited the need for PEMEX to be modernized through
private investments so the state-run oil company can become an "instrument of development and
modernization" for Mexico.

Battle brewing over electricity reforms
Fox's biggest battle with the opposition parties in the coming weeks will center on proposals to bring
private investment into the electrical-power sector. The president had hoped that Congress would
schedule a special session during the summer to discuss electricity reforms, but the parties decided
not to convene because they lacked a basic agreement on the framework for changes.
PRI Sen. Manuel Bartlett Diaz, who heads the constitutional-issues committee (Comision de Puntos
Constitucionales) in the upper house, said the issue could not be brought up for any floor vote
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because several Senate committees were still reviewing proposed reforms. The issue is expected to
be at the top of the agenda when the Congress begins its regular session in September. All three
parties agree on the need to make changes to the electric sector.
A consensus would seem easy because Fox and his center-right Partido Accion Nacional (PAN) have
abandoned efforts to push for constitutional changes to enact the reforms. But there is still wide
disagreement on how to proceed outside the constitutional boundaries. The proposals floated by
some factions of the PRI and the PRD place a strong emphasis on creating financial and managerial
autonomy in the two state-run utility companies, the Comision Federal de Electricidad (CFE) and
Compania Luz y Fuerza del Centro (LFC). "We are certain that we can preserve the public character
of the CFE if we allow it to remain the public patrimony of the country,"
PRD president Rosario Robles Berlanga said in a speech. "This way private interest will not
supersede our national interest." But differences exist between the PRD and some factions of the
PRI on the concept of private investment, with some PRI factions at least willing to consider some
increased private participation in electricity generation. Among those pushing for this option is
powerful PRI Sen. Genaro Borrego Estrada.
"The electrical sector, for all intents and purposes, was already opened to private investment with
reforms implemented during the 1990s," said Borrego, referring to the Produccion Externa de
Energia (PEE). This program allows companies to construct power plants to provide for their own
consumption and to sell the excess production to corporate clients and the state utility companies.
Borrego's position is supported by Fox and the PAN. In early July, the president offered an informal
blueprint of his proposal, which would expand the PEE. The plan would allow private companies
wide freedom to build and operate plants that would sell electricity to major industrial and
commercial corporations, which account for 60% of all power consumed in the country. To comply
with the Constitution, the CFE and LFC would remain the exclusive electricity providers for the
general public.
But some critics, especially the PRD, contend that the PEE has been counterproductive because it
has discouraged the CFE and the LFC from creating excess electricity. This position was presented
at a forum by economist Ifigenia Martinez, a former PRD legislator who is on the faculty of the
Universidad Nacional Autonoma de Mexico (UNAM). Martinez said the presence of companies like
Nichimen, AES, Union Fenosa, EDF, Intergen, Mitsubishi, Iberdrola, and Transalta in Mexico is one
reason the CFE and the LFC have not expanded.

New investment sought in ailing petrochemical sector
The Fox administration is hoping to use private investment to revive the depressed petrochemical
sector. In mid-July, PEMEX's subsidiary Pemex-Petroquimica announced plans to open bids for
domestic and foreign corporations to participate in a public tender to construct a new petrochemical
complex in either Veracruz or Tamaulipas states. The complex, which will require investments of
about US$2.8 billion, would be one of the world's largest refining facilities for ethylene gas and its
derivatives.
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Fox's proposal to bring greater private investment into the petrochemical sector attracted very little
criticism from the opposition parties, even though existing safeguards are similar to those Fox is
proposing under the CSMs. Those safeguards, first proposed in 2000, keep the state in full control
of the petrochemical industry but allow officials freedom to offer contracts to private companies
(see SourceMex, 2000-05-31). The bidding process will be launched at the end of the year, with
construction expected to take place in two stages.
The first stage would require investments of US$800 million to construct plants to process 1.2
million metric tons of ethylene. The second stage would involve construction of facilities to produce
more complex products such as polyethylene and other products that Mexico currently is forced to
import. Pemex-Petroquimica director Rafael Beverido said conditions are very attractive for private
companies to invest in the huge complex.
"The best incentive interested companies will have will be security in the supply of primary
materials and the guarantee of a huge market that is being satisfied not by national production,
but by imports," said Beverido. Beverido said this is also a good option for the government because
private investors would provide all or most of the capital for new construction. The administration's
optimism regarding the facility is a stark contrast to its attitude toward existing petrochemical
complexes.
Earlier this year, the administration raised the possibility of closing four of the country's eight
complexes because of sluggish performance. The four complexes, Escolon, Independencia, Tula,
and Camargo, have the most obsolete equipment and higher costs of production. But the PEMEX
governing body, comprising Energy Secretary Ernesto Martens, Finance Secretary Francisco Gil
Diaz, and PEMEX director Raul Munoz Leos, instead opted to restructure the sector, creating a
single administration to oversee all the complexes.
The recentralization of the petrochemical sector reduces operating costs and gives the
administration a better chance to forge partnerships with the private sector to bring new investment
into the industry, which reported operating losses totaling 23.43 billion pesos (US$2.49 billion) over
the last four years.
The losses are related in large measure to a sharp drop in production to about 10 million MT in
2001, compared with 19 million MT in 1994. Because of a plunge in production, the chemical sector
incurred a trade deficit of US$6 billion in 2001, with imports totaling US$9.51 billion and exports
only US$3.47 billion, said the Asociacion Nacional de la Industria Quimica (ANIQ).

President also seeks to modernize gas-refining facilities
The Fox administration is also pushing for expansion and modernization of Mexico's refining
capabilities, a plan that will almost certainly require some private investment. In July, the
government unveiled a proposal to reconfigure five crude-oil refining facilities in Nuevo Leon,
Tamaulipas, and Hidalgo states to boost production of unleaded gasoline and reduce reliance on
imports. Administration sources believe expanding Mexican refining capacity, which requires about
US$2 billion in new investment, could boost supplies of unleaded gasoline by 95,000 barrels per day.
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Fox underscored that the project will allow Mexico to achieve energy sovereignty by producing
more refined products at home. Mexico's imports of gasoline, diesel, and other refined products
accounted for 18% of domestic consumption in 2001, compared with only 10% in 1996. "These
changes are fundamental because...national demand has grown beyond the supply, and, as a result,
we have been forced to import gasoline," said the president.
PEMEX sources estimate the cost of refurbishing the refining facilities at Cadereyta, Madero,
Tula, Salamanca, Minatitlan, and Salina Cruz could cost about US$5 billion. In contrast, Mexico
is projected to spend about US$3.64 billion to import gasoline and diesel this year. [Note: Pesodollar conversions in this article are based on the Interbank rate in effect on July 31, reported at 9.80
pesos per US$1.00] (Sources: Dow Jones news service, 07/15/02; Reforma, 07/17/02, 07/26/02; Reuters,
07/26/02; El Financiero, 07/05/02, 07/18/02, 07/25/02, 07/26/02, 07/29/02; Spanish news service EFE,
07/10/02, 07/21/02, 07/29/02; Unomasuno, 07/24/02, 07/29/02; La Cronica de Hoy, 07/11/02, 07/15/02,
07/22/02, 07/26/02; Novedades, 07/26/02, 07/29/02; The News, 07/03/02, 07/10/02, 07/11/02, 07/16/02,
07/19/02, 07/22/02, 07/30/02, 07/31/02; Milenio Diario, 07/09/02, 07/11/02, 07/15/02, 07/18/02, 07/26/02,
07/30/02, 07/31/02; La Jornada, 07/11/02, 07/15/02, 07/24/02, 07/26/02, 07/31/02; El Universal, 07/15/02,
07/17/02, 07/26/02, 07/29-31/02)

-- End --
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